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NOTE BY THE BOARD OF TRADE 

Subsequent to the making of this report an agreement was made on 
6th February, 1961, between the Pilot Assurance Co. Ltd. and the Bedtora 
Life Assurance Society Ltd., whereby the latter company undertook to 
reinsure all the insurance business of the Pilot Assurance Company thus 
removing all doubts about the ability of the Pilot Assurance Co. Ltd. to meet 
its obligations to its policy holders. The conclusions of the inspectors in 
paragraphs 61-63 should be read in the light of this development. 
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APPOINTMENT OF INSPECTORS 



BOARD OF TRADE 



IN THE MATTER OF THE INSURANCE COMPANIES ACT, 1958 



and 

IN THE MATTER OF PILOT ASSURANCE COMPANY LIMITED 



Whereas under subsection (3) of section 14 of the Insurance Companies 
Act, 1958, the Board of Trade have power, with the leave of the Court, 
to appoint one or more inspectors to investigate the affairs of an insurance 
company to which that Act applies : 

And whereas on the 6th November, 1959, the Board of Trade were granted 
leave by the Court to appoint inspectors to investigate the affairs of Pilot 
Assurance Company Limited: 

Now, therefore, the Board of Trade hereby appoint Mr. Neville Major 
Ginner Faulks, Q.C., and Mr. Robert Knight Lochhead, F.I.A., F.S.S. to 
act as inspectors to investigate the affairs of the said company and to 
report thereon in such manner as the Board may require. 



Dated this 6th day of November 1959 



(signed) G. H. CARRUTHERS 
An Assistant Secretary 
of the Board of Trade 
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REPORT OF THE INSPECTORS 



Introduction 

From 1905 until 1958 Pilot Assurance Company Limited pursued an 
uneventful if undistinguished career. 

In 1958 97% of the share capital was acquired by persons interested in a 
group of companies associated with the name of H. Jasper & Company 
Limited. 



The new Board immediately arranged a bank loan account of £250,000, 
and therewith purchased shares in the group for £228,484. 

On 22nd September 1959 dealings in the shares of the_ group were 
suspended on the London Stock Exchange. They still remain suspended. 
At the date of suspension the market value of the shares in question was 
£133,500. 

Our task accordingly has been bedevilled by the existence of an 
imponderable, namely the value fairly to be attributed to the shares if and 
when the suspension is lifted. 

We have concluded that Pilot Assurance Co. Ltd. is probably not 
insolvent but have made certain reservations. For convenience of reading 
we have broken up the report into chapters, viz. : — 



I. 1905-1958 

n. October 1958- 

September 1959 ... 

III. Assets and Liabilities 

IV. Conclusions 



Paragraphs 1-11 

Paragraphs 12-25 
Paragraphs 26-60 
Paragraphs 61-63 



Chapter I 1905-1958 

1. The Pilot Assurance Company Limited (hereafter referred to as 
Pilot) was founded in 1905 under the name of Equitable House Property Co. 
Ltd. The company transacted only bond investment business Until 1933 
when its name was changed to Pilot and power was taken to transact 
ordinary life assurance as well. 

2. The bond investment business was continued until early in the 1939-45 
war but very little was transacted and since then no new business has been 
written and the Fund, which has to be kept separate under Sec. 3 (5) of the 
Insurance Companies Act, 1958, is running down and will be exhausted and 
all liabilities terminated in the next few years. The business in force at the 
date of the last return under Schedule V and at the end of last year was : — 

at 31st December 1955 ... 202 policies securing sums assured 

and bonuses of £78,134. 

at 31st December 1959 ... 115 policies securing sums assured 

and bonuses of £42,156. 

3. A small amount of sinking fund business has been transacted but no 
new business has been written for several years past and the running down 
of the business is shown by the following figures : — 

at 31st December 1955 ... 71 policies securing sums assured 

of £40,529. 

at 31st December 1959 ... 38 policies securing sums assured 

of £23,661. 
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4. The bulk of the business transacted by Pilot is ordinary life assurance, 
the preponderating class being endowment assurances. The progress of the 
life assurance business is shown by the following figures of net business in 
force : — 

at 31st December 1955 ... 5,871 policies securing sums assured 

and bonuses of £2,356,605. 

at 31st December 1959 ... 8,589 policies securing sums assured 

and bonuses of £3,405,659. 

Very few policies participate in profits. At the 31st December 1959 only 
34 Pure Endowments in the Life Fund and 79 Endowment Certificates in the 
Bond Investment Fund are due to receive a bonus, the cost of which on the 
valuation basis was only £187. The bonus is allotted as a simple reversionary 
addition to the sum assured and has amounted to 12s. 6d. % for some time 
past. 

It may be said, therefore, that the business transacted by Pilot is 
essentially non-participating. 

5. The company has specialised in house purchase business : that is, the 
lending of a proportion of the value of house property and the issue of an 
endowment assurance on the life of the owner, out of the maturing proceeds 
of which the amount advanced is repaid. As a result of this policy the 
principal asset of the Company has been mortgages on house property. 
Another result has been a chronic shortage of cash as it has been necessary 
to finance these advances when only one premium has been paid by the 
borrower. This cash shortage has been met by bank borrowing and by 
granting sub-mortgages. More recently the Company entered the field of 
provident endowment assurance schemes under which specially low rates 
of premium are quoted for groups of employees where the employer under- 
takes to collect the premiums by deduction from wages or salary and to 
remit in bulk periodically to Pilot. Although the policies issued under these 
Schemes contain an option to take an annuity instead of the maturing 
proceeds, the Schemes are not of the usual group pension type. As these 
Schemes are not li nk ed with house purchase, the premiums received have 
served to ease the cash stringency. 

6. Since Pilot commenced transacting ordinary life business in 1933 the 
basis for valuation of the liabilities has been progressively strengthened and 
has been as follows : — 

For Whole Life and Endowment Assurances 



Valuation Years 



Basis 



1933-40 0 m 4% net premium valuation. 

1941-46 A 1924/29 ult. 3J% net premium valuation. 

1947 A 1924/29 ult. 3J% net premium valuation. 

1948-58 A 1924/29 ult. 3% net premium valuation. 



The net premiums were increased by a Zillmer adjustment corresponding to an 
initial expense of £2 10s. %, but where the net premium so modified was 
higher than the net premium for an age one year older than the age at entry 
and one year less than the original term, the lower net premium was used. 

Negative values were eliminated and the usual provisions for early 
payment of claims and current death risk were made. 

The valuation basis for the comparatively small number of pure endow- 
ments in the Life Fund has also been progressively strengthened. 
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1 Since 1948 when the present basis of valuation Was adopted, the 
unappropriated carry forward in the Life Fund has improved as follows: — 



Year 


Amount 


Year 


Amount 


1949 


... £2,767 


1954 ... 


... £10,700 


1950 


... £6,020 


' 1955 ... 


... £11,500 


1951 


... £7,020 


1956 ... 


... £12,500 


1952 


... £10,000 


1957 ... 


... £18,000 


1953 ... 


... £10,000 


1958 ... 


... £26,500 



8. Endowment Certificates are valued on a gross premium basis with 
4% interest and a provision for future expenses of 15% of the office premiums. 
Negative values are again eliminated. As the Bond Investment Fund is 
closed and running off rapidly, this basis, although weaker than that used 
for the Life Fund, is probably adequate. The net liability is now over 80% 
of the face value of the sums assured and bonuses. 

9. The valuation basis used for the Life Fund would not be considered 
particularly stringent by Life Offices generally but it cannot be called a 
weak basis and it is reasonably in harmony with the characteristics of this 
predominantly non-profit business. 



10. The amount of new life business written by Pilot in recent years has 



been: — 

in 1954 

1955 

1956 

1957 

1958 



£834,947 of sums assured. 
£729,841 of sums assured. 
£873,539 of sums assured. 
£866,766 of sums assured. 
£860,239 of sums assured. 



During this period When the amount of new life assurance business being 
written by companies generally was increasing substantially, these figures 
make a poor showing but they are merely indicative of the difficulty which 
a small company like Pilot experiences in a highly competitive business 
despite the payment of high rates of initial commission. 



11. A small amount of Fire Insurance business was transacted by Pilot 
most of which arose from the mortgage business. The premium income 
(less reassurances) ran fairly steadily at around £2,000 per annum and the 
outcome was a satisfactory small profit. The retention limit was £600 and 
the excess was reinsured under a Treaty with the Avon Insurance Co. who 
allowed Pilot 35 % commission. 



Chapter II October 1958-Seplember 1959 

12. At the date in October 1958 when the £50,000 capital of Pilot was, 
as to some 97%, acquired by a direct approach to the shareholders, it may 
fairly be said that Pilot was making pedestrian progress but progress in the 
right direction. The company had been managed in a competent manner 
in keeping with the character of its business but the expense ratio was 
extremely high. The increase in the premium income due to the writing of 
low cost provident endowment assurance schemes helped to reduce this 
ratio which fell from 38% in 1954 to about 31% in 1957 and 1958. The 
manner in which the Life Fund stood up to the value placed on the liabilities 
by the valuation basis does, however, suggest that the rates of premium 
charged and the interest earned on the invested funds were adequate. 

13. After the take-over, the Board of Directors resigned and were 
replaced by Mr. H. O. Jasper (Chairman), Mr. F. Grunwald (Managing 
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Director), Mr. W. Brueckmann and Mr. W. G. Wilson (the former Manager 
and Secretary). Mr. Wilson was also appointed General Manager and Mr. 
P. Rose was appointed Secretary. 

14. Following the take-over certain important changes occurred viz.: — 
(a) Pilot’s bankers had been Barclays Bank, Colwyn Bay, who had allowed 
the Company overdraft facilities up to £100,000 on security of a 
banker’s charge (stamped with £250) over about £137,000 worth of 
mortgages. At that time no use was being made of these facilities 
and in fact Pilot’s current account was in credit £3,202 8s. 2d. 

The new Board transferred the bank account and this credit 
balance to Martins Bank, Oxford Circus, W.l, following the bid being 
declared unconditional on 13th October 1958 and immediately opened 
a loan account of £250,000 which was to be secured on the whole 
portfolio, of mortgages amounting to over £600,000. Negotiations 
with Martins Bank for transfer of the account and the granting of a 
loan account of £250,000 had been commenced early in September 
1958 in anticipation of the bid for the shares in the capital of 
Pilot becoming unconditional. We have seen a photostat copy of the 
Bank’s file concerning this matter from which it is evident that the 
Bank had some misgivings about granting facilities of this magnitude. 
They were clearly under the mistaken impression that Barclays Bank 
were allowing overdraft facilities up to £250,000 and this was not 
removed by the 1957 balance sheet which showed a liability “ Loans 
against securities £241,345 ”. At that stage the Bank were unaware 
of the fact that sub-mortgages amounting to £141,345 were included 
in this item, nor was there anything which might have put them on 
enquiry. It was some weeks later, when a securities clerk was engaged 
in taking over the mortgages from Barclays Bank, that this fact 
emerged. Mr. F. Roberts, die manager of the Oxford Circus branch 
of Martins Bank, states that the Bank was not aware of the limit of 
the overdraft facilities afforded by Barclays Bank as they did not 
see Barclays Bank’s charge bearing the revealing amount of stamp 
duty until a later date and in fact they had been . informed that 
Barclays Bank facilities amounted to a limit of £250,000. 

There is some conflict of evidence whether the Bank was aware 
of the purpose for which the loan of £250,000 was required. While 
Mr. Grunwald’s recollection is that he had no difficulty in arranging 
the loan account and that there was no specific discussion as to 
why this sum was being borrowed, Mr. Roberts states that he was 
told it was for the normal purposes of the mortgage business and the 
Bank’s file bears out this statement. 

Between the date of the commencement of negotiations and the 
date on which Martins Bank agreed to grant the loan account, 
the Bank made many pertinent enquiries but eventually concluded 
that the loan account might be authorised provided a credit balance 
of £40,000 to £50,000 were maintained on current account. 

Among the points which emerged from Martins Bank’s enquiries 
was the expectation that the £250,000 would be taken by way of 
overdraft which would fluctuate substantially. In the event the 
whole sum was transferred to current account in two instalments 
on 23rd and 27th October 1958. Within about a week a cheque 
for £51,002 2s. 6d. had been drawn in favour of H. Jasper & Co. 
and one for £150,000 in favour of Harewood & Co’s. Clients Account. 
These payments were hardly consistent with the belief that the 
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facilities were wanted for the normal purposes of the mortgage 
business but Mr. Roberts states that he had no suspicions aroused 
particularly in regard to the cheque for £150,000 as the payee was the 
solicitor to Hlot. 

(£) The only readily realisable security held by Pilot viz. £20,000 3J% 
Conversion Loan was sold. 

(c) Between the date of obtaining the loan of £250,000 from Martins 
Bank and the 2nd December 1958, £228,484 had been invested in the 
ordinary shares of five of the companies comprised in the Group 
controlled by the new directors of Pilot (excluding Mr. Wilson). 
Particulars of these securities are given in Appendix A. The 
Managing Director, Mr. Grunwald, states that the purpose of this 
borrowing and immediate investment was to diversify the assets 
of Pilot which were almost entirely represented by mortgages. He 
admitted that he had no experience of the management of a life 
company or the investment of life assurance funds and that he had 
taken no advice either on the most fitting equity investments for 
an insurance company such as Pilot or on the suitability of the five 
investments chosen. No consultations were had with Mr. Wilson 
or the consulting actuary, both of whom had held their offices for 
many years, before these investments were made. 

Without needing the benefit of hindsight it can be said that to 
raise what in effect is a debenture of substantial amount secured on 
life assurance assets and then to invest the bulk of the proceeds in 
ordinary shares of somewhat speculative quality is a course of action 
which would never be tolerated or even contemplated by responsible 
administrators of life assurance funds in this country who would 
view it as verging on a moral, although not a legal, breach of trust. 

Mr. Roberts states that Martins Bank were not aware that the 
proceeds of the loan account (which were drawn down on 23rd and 
27th October 1958) had been invested in shares of some of the Group 
Companies until dates between March and June 1959 when Harewood 
& Co. requested the Bank to hold certain of the Group shares which 
were in safe custody in the name of Lombard St. Nominees (a 
subsidiary of Martins Bank) to the order of Pilot. 

(rf) The retention limit on fire insurance risks was raised from £600 to 
£1,500 and the class of risks accepted was extended beyond house 
property, the subject of mortgages, to include some of the business 
which the Group companies had to place and the Avon Insurance 
Co. Ltd. undertook file underwriting and administration of this 
additional business. 

(e) On 1st January 1959 the transaction of accident insurance was com- 
menced in most classes other than motor vehicle business. Arrange- 
ments, somewhat si m ilar to those made for fire insurance, were 
entered into with the Avon Insurance Co. for the re-insurance of 
larger risks of which Pilot retained one-sixth of the first £3,000 at 
risk. 

15. During the 11 months following the advent of the new Board of 
Directors, apart from the changes noted in the last paragraph, the business 
of Mot appears to have continued much as before except that the amount 
of mortgage business was increased considerably and the properties charged 
changed from being spread fairly widely to a marked concentration in the 
London district and included many flats and maisonettes in contrast to the 
small house property which had formerly been usual. 
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New advances have been as follows : — 

Year ending 30th September 1957 £25,569 

„ „ „ „ 1958 £30,673 

1959 £108,576 

16. A disturbing feature, however, began to emerge in a steadily 
deteriorating liquid position which was partly but not entirely due to over- 
trading. It will be recalled that at the date of the take-over Pilot had 
a credit balance of some £3,200 and this had increased, thanks partly to the 
sale of the Conversion Loan and the uninvested balance of Martins Bank 
loan, to £45,045 by 31st December 1958. By mid-summer 1959 there was 
an overdraft of some £66,000 on current account with Martins Bank (addi- 
tional to the £250,000 loan). This deterioration is accounted for by (1) the 
increase in the new advances mentioned above (2) the accident that maturities 
of endowment assurances were running at the highest rate ever experienced 
by Pilot and (3) by the calling-in of some sub-mortgages (the total of which 
fell by nearly £24,000 in 1958) which occurred after the take-over in October 

1958 and continued into 1959. 

This situation prompted Martins Bank to press for a reduction in the 
overdraft and by 20th September 1959, the date when independent accountants 
made an investigation into the affairs of Pilot, it had been reduced to £33,817, 
thanks mainly to the assistance of another insurance company who agreed 
to share a block of mortgages. 

17. During this period when the rate of increase in the new mortgages 
was being stepped up 75 new advances were made. These advances have 
been individually examined and there are no grounds for thinking that they 
are not well secured. In most cases only two-thirds of the valuation of the 
property was advanced and in only four cases (all freeholds) did the loan 
approach 90%, one being a member of the staff. A sample of 13 of the 
valuations in these 75 cases (not random but including the larger cases and 
some in districts with which one of the Inspectors was familiar) was examined 
and called for no comment. They were made by Kenneth Brown & Co., 
66 New Broad Street, E.C.2, and more recently by a Mr. Richardson, a 
qualified chartered surveyor. 

It would therefore be true to say that Mr. Grunwald as Managing 
Director continued, during the period of his control, the general mortgage 
policy followed by the Company in the past, increasing the rate of investment, 
reducing the amount lent in many cases but concentrating on flat and 
maisonette property in the London district in contrast to the wider 
geographical spread followed by the former Board. 

18. During the summer of 1959, the Board of Pilot gave consideration 
to the capitalisation of certain free reserves the reason given for this course 
being to bring the nominal capital more into line with the increased volume 
of business the Board expected would result from the development plans 
in contemplation. Mr. Wilson has said that he agreed to this measure because 
it had the effect of freezing reserves and removing them from the risk of 
being distributed to the shareholders. Mr. Grunwald has expressed a s imil ar 
view and has stated that he believes advice was sought from the Company’s 
auditors. This does not appear to have been done. 

As a result, at the annual general meeting of Pilot on 8th September 

1959 resolutions were approved increasing the authorised share capital from 
£50,000 to £100,000, capitalising £50,000 from reserves and allotting this 
additional capital to the existing shareholders on a one-for-one basis, 
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The reserves available and the amounts capitalised were as follows : 



Carry forward unappropriated in the Life Fund 
Additional reserve in the Fire Insurance Fund 

General reserve 

Profit and Loss account 



Amount 

Reserve Capitalised 
£26,500 £10,000 

£5,000 £5,000 

£25,000 £25,000 

£13,185 £10,000 



£69,685 £50,000 



Among the assets there is an item “ Establishment and Extension of Business 
Accounts — £7,000 The Board were aware of the worthlessness of this 

asset but did not think that it was necessary to write it off before any 
capitalisation of reserves was effected. Mr. Grunwald said that it could be 
dealt with later and the balance of free reserves was more than sufficient 
to cover it. 

It should be said that there was nothing irregular legally in the appro- 
priation of these reserves to increasing the capital but the wisdom of reducing 
them so materially in the circumstances of Pilot is open to doubt. 

19. This brings the history down to the time when financial difficulties 
overtook the Group, leading to the suspension of dealings in the shares of 
the Group companies on the London Stock Exchange on 22nd September 
1959, and when an undertaking was given to the Board of Trade on 5th 
October 1959 that no new business would meanwhile be written. 

20. Following suspension of dealings on the London Stock Exchange Mr. 
Jasper appointed Messrs. Cork Gully & Co., chartered accountants, to 
investigate the affairs of the Group companies and we have had the benefit 
of seeing the report upon the affairs of Pilot dated 23rd October 1959, made 
by Messrs. Clark Battams & Co. who had been brought in to assist in the 
investigation. We quote a general comment made by this firm : — ■ 

“We are satisfied that the general system of accounting is efficient 
m design and operation. Extensive mechanisation has taken place and 
records generally are well maintained and reasonably up to date. 

There are certain recommendations of a relatively minor nature 
which, if implemented, would result in an improvement in the system 
and the General Manager’s attention has been drawn to these.” 



21. In addition to these minor improvements, the accountants’ report 
referred to some matters requiring explanation and clearing up In order 
to give the General Manager an opportunity to deal with these matters 
and give effect to the recommendations of the accountants we decided that 
our inspection should be focused on the 31st December 1959 which was the 
date when the company would be making up its accounts and the consulting 
actuary would be conducting the valuation of the liabilities. 

22. In view of the above mentioned opinion expressed by the accountants, 
we have confined our inspection to the general management of the company 
and adnumstratton of the business, the values of the assets and liabilities 
and the question whether the company is solvent. Where the inspection has 
impinged on accountancy matters, we have found confirmation of the 
accountants views. Records appeared to be well kept and documents and 
files which were required were not only willingly but promptly produced. 

™? r S S10n ?f ated J b Z con ‘ act with Ge n“al Manager and senior 
men was favourable and from the ready way they answered questions and 
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gave explanations of obscure points it was clear that they were on top of 
their jobs. 

23. The head office of Pilot is in Marine Road, Colwyn Bay, in a large 
double fronted villa-type private dwelling house which has been adapted for 
office use. It is freehold and in a good situation and the area is zoned for 
office and shop user. 

There is a London office at 3 Carlos Place, Mayfair, taken in December 
1958 on a 25 year lease at a rental of £2,250 exclusive. The accommodation 
consists of 4 floors (above a row of shops not included in the lease) the top 
two of which have to be residential. Pilot occupies the first floor and 
bears one-quarter of the rent, the rest of the premises being sub-let to other 
companies in the Group. 

There is an office in Belfast at 19-21 Com Street, taken in May 1959 on 
a 5 year lease at a rental of £500 exclusive. 



The number of the staff in October 1959 and at the present time is as 
follows : — 





In October 1959 


At present time 


Male 


Female 


Male 


Female 


Head Office ... ... 


15 


11 


10 


7 


London Office 


5 


3 


3* 


2t 


Belfast Office 


5 


2 


2* 


2 


Other areas 


3 


— 


2 * 


— 




28 


16 


17 


11 


Total 


44 


28 



* all employed in procuration of new business before cessation in October 1959. 
t have given notice of resignation. 



The number of the staff in October 1959 was below the normal figure on 
account of some resignations which had occurred shortly before and the fact 
that replacements were not made in view of the developments. 

In consequence the economies in the employment of staff are greater than 
the foregoing figures indicate. 

24. With one notable exception, the points of criticism made by the 
investigating accountants have either been cleared up or explained to our 
satisfaction. 

The exception relates to the non-delivery of one of the share investments 
made in October 1958 and to the consequences of delay which occurred in 
the delivery of all the other four investments. 
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On 20th October 1958 Pilot purchased through H. Jasper & Co. 125,000 
shares of 2s. in C.O.P. Investments Ltd. (then represented by 25,000 shares 
of 10s. in Cotton Plantations Ltd. as the company was then named) for 
£50,000 and payment was made on 22nd October 1958. It transpires from 
evidence given by Messrs. Jasper and Grunwald that this block of shares 
was bought by them jointly in August 1958 from S. Gibson & Sons Ltd. and 
subsequently sold by them to Pilot on 20th October 1958 at a profit of 
£1 2,500. The price paid by Pilot is in accordance with the Stock Exchange 
official quotation on the date of purchase. It is perhaps of interest to note 
that at the dates of the purchase of the Cotton Plantations Limited shares by 
Messrs. Jasper and Grunwald from S. Gibson and Sons Limited and of the 
sale by them, of such shares to Pilot at a profit of £12,500 they were 
respectively chairman and managing director of the vendor and purchaser 
companies while Mr. Jasper was a director and Mr. Grunwald the managing 
director of Cotton Plantations Limited. These shares have not been delivered 
yet and Williams Deacon’s Bank, Birchin Lane, E.C. with whom they are 
deposited state that they are charged to the bank as security for the account 
of S. Gibson & Sons Ltd. 

Mr. Jasper asserts that the security held by Williams Deacon’s Bank Ltd. 
was ample to cover the banking facilities provided without needing to have 
recourse to the shares in question. 

25. The other four share investments were paid for in October and 
December 1958 by cheques in favour of Harewood & Co.’s Clients Account 
but the shares purchased, all of which were held by Lombard Street Nominees, 
were not transferred to Pilot until dates between March and June 1959. 
Dividends declared subsequent to the date of transfer have been received 
by Pilot but the following dividends declared and a scrip issue allotted 
between the dates of purchase and transfer have not been received. 



National Model Dwelling Co. 

Final dividend for year to 30th April 1958 12i% 
Interim dividend for year to 30th April 1959 ... 

Capital & Provincial News Theatres 
Final dividend for year to June 1958 10% ... 
Interim dividend for year to June 1959 15% ... 
Final dividend for year to June 1959 not received 
on 4,000 new shares 15% 



Dividend 
less tax 
£ s. d. 

} 918 15 0 

287 10 0 
431 5 0 

91 17 6 



£1,729 7 6 



Capital and Provincial News Theatres 

On 10th February 1959 an extraordinary general meeting approved a 
one-for-five scrip issue to members on the register on 27th January 1959. 
Although Pilot’s holding of 20,000 shares had not been registered on that 
date. Pilot was entitled to 4,000 new shares by virtue of its purchase in 
October 1958. 

Mr. Grunwald, a partner in Harewood and Company, states that the 
failure to transfer those shares immediately into the name of the Pilot was 
“probably a pure oversight” and that he has no doubt but that Pilot is 
entitled to the unpaid dividends and to the scrip issue. As the vendors of the 
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shares were the Syndicate (consisting of Mr. Grunwald, Mr. Murray and Mrs. 
Clarke) and possibly F.O.M. & N. (another syndicate in which Mr. Grunwald 
was concerned), it may be some time before Pilot becomes physically 
possessed of this property. It is therefore a matter for speculation whether 
these outstanding dividends and undelivered scrip should be treated as sound 
assets and for the purposes of this report we have assumed that they will 
prove to be irrecoverable. 

Chapter IH Assets and Liabilities 

26. In Appendix B are copies of the returns under the First, Second and 
Third Schedules which will in due course be deposited with the Board of 
Trade under the Insurance Companies Act, 1958. As the value of the 
assets have a direct bearing on the solvency of the Company the following 
comments should be made. 

Little need be said about the Fire revenue account which showed a 
satisfactory profit. Comment has already been made on the transfer of the 
Additional Reserve to the Second Schedule. 

27. The General Insurance revenue account also shows a profit thanks 
to the excess of commission received over commission paid. This unusual 
feature was explained to us but is not material to the present inspection. 

28. The Personal Accident and Sickness business (all of which is subject 
to weekly premiums) has had a disastrous experience and a loss of £1,669, 
nearly equal to the year’s premium income, was incurred. The writing of 
this business has been stopped and the reserve for outstanding claims, which 
is included among Sundry Creditors in the Balance Sheet appears from 
advice we have received to be fully adequate. 

29. In addition to ceasing the transaction of Personal Accident and Sick- 
ness business the Company is not inviting renewal of fire and general insurance 
business (with the exception of fire insurance on mortgaged property) so 
that shortly the status quo ante the take-over will have been restored. 

30. The revenue accounts for the small amounts of Endowment Certifi- 
cate (Bond Investment) and Sinking Fund business exhibit similar features 
to those shown in the revenue account of the life assurance and annuity 
business and all three accounts can conveniently be considered together. 

While the premium income in the two minor accounts is falling rapidly 
with the running off of the business, the premium income in the life account, 
after a steady increase over the past few years, is about the same as last 
year. This is to be expected from the cessation of writing new business in 
October 1959 and the great increase in maturities of endowment assurances. 
A further contributory factor was a substantial increase in the volume of 
surrenders which occurred during the year and particularly immediately after 
the appointment of Inspectors. 

31. A minimum surrender value equal to one-third of the premiums paid 
under whole life and endowment assurances is allowed after 3 years premiums 
have been paid but there is no guarantee of the amount of the surrender 
value either in the policy or in the prospectuses. The minor classes 
of business, where the payment of a surrender value is possible, also have 
surrender values after a minimum number of premiums have been paid 
but, in contrast to the major classes, the amount of the surrender value is 
stated in the prospectuses and must therefore be taken to be guaranteed. 
These minor classes are, however, relatively unimportant. 
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32. Policies which acquire a surrender value have non-forfeiture 
privileges under which unpaid premiums are automatically advanced until 
the surrender value, which is increased from year to year, will no longer meet 
the unpaid premium, whereupon the policy would lapse. The unpaid 
premiums, after an interval when they are retained among outstanding 
premiums, are included among the ordinary policy loans. 

33. Credit has been taken in the revenue accounts for an income tax 
recovery of £18,000. This springs from the management expenses claim, due 
allowance having been made for liability to Profits Tax, Case VI charge 
on excess rents and tax on miscellaneous items. This estimated recovery 
has been approved by the company’s auditors and we have seen the 
computation which shows that the amount for which credit has been taken is 
some £2,000 less than the expected total recovery. This recovery can be 
considered a good asset. 

Owing to the level .of management expenses compared with the taxable 
interest income, there is a total of unrelieved management expenses being 
carried forward amounting now to about £90,000. 

34. On the payments side of the revenue accounts the interest paid away 
represents interest paid to sub-mortgagees and bank interest. The rate of 
interest payable on sub-mortgages ranges between 4% and 6% (average 
5.1 %) and is about i% less than received by Pilot on the principal mortgages. 

35. Looking at the Life revenue account in particular the expenses of 
management are the sum of the four items Agency Charges £13,119; 
Commission £12,273 ; Expenses of Management £16,720 and Second 
Schedule expenses £8,900 making a total of £51,012 or nearly 40% of the 
premium income. Even if the so-called Second Schedule expenses are 
excluded the ratio to premium income is still 33 % . 

This rate of expense is quite out of line with that customary for ordinary 
life assurance in this country and its maintenance would make it doubtful 
whether the Company would be able to continue in active operation without 
having to charge rates of premium so high that the procuration of new 
business in this highly competitive market would be intensely difficult. Yet 
only by increasing its volume of new business can this burden of expense be 
tolerated. Pilot is indeed on the horns of a dilemma so long as it struggles 
to maintain a separate and distinct existence. 

It becomes important therefore to examine the expense items to 
ascertain what scope exists for economies. We do not have the impression 
that there is extravagance in the ordinary sense in the administration of the 
business (except perhaps in the organisation of the London Office) but rates 
of commission paid are inordinately high, one firm of brokers enjoying initial 
commission at the rate of 60s.% on the sums assured and other brokers 
50s . %. These are top rates and it is a strong probability that it was only by 
offering such rates that Pilot had a chance at all of obtaining much new 
business. 

36. The item “ Agency Charges ” represents salaries paid to inspectors 
(salesmen) and could properly be aggregated with the general expenses of 
management. Its separation is the continuation of an old practice and has 
no significance. 

37. The general expenses of management of all classes of business are 
shown in Appendix C. Certain items increased during 1959 as a direct 
consequence of the forcing of the business which was taking place eg 
salaries and wages increased by over £2,000 ; more than half the amount 
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spent on printing and stationery represents the preparation of prospectuses, 
policy forms, etc., connected with the abortive and costly essay into the 
field of accident insurance, registration fees were incurred in connection with 
the take-over and the capitalisation issue, while legal charges are higher due 
to giving effect to one of the investigating accountants’ recommendations. 

All these are non-recurring items, and, independently of other and broader 
measures which might be taken, will contribute by their future disappearance 
to substantial economies. 

38. The so-called Second Schedule expenses have been in the past charged 
in the Second Schedule (Profit and Loss Account) and met out of transfers 
of profit from the revenue accounts (First Schedule). On this occasion they 
are being shown in the revenue accounts and transfers of profit to Profit and 
Loss Account are correspondingly restricted. 

The details of these expenses are as follows : 







£ 


s. 


d. 


Directors’ Fees ... 




2,828 


15 


4 


Directors’ Emoluments 




2,409 


11 


6 


Audit and Actuarial Fees 


1,255 


0 


0 


Cost of Investigation 
Depreciation (Office 


furniture 


2,092 


19 


3 


etc.) 




1,000 


0 


0 


Schedule A on Head 


Office . . . 


49 


12 


2 






£9,635 


18 


3 



The cost of the accountants’ investigation is, of course, non-recurring and 
the directors’ fees represent fees which have not been drawn from the date 
of the take-over up to 16th January 1960. Although these fees are payable 
under the Articles of Association and therefore properly reserved for, it may 
be that, in the circumstances, the directors (apart from Mr. Wilson who is a 
whole-time working director and general manager) will not claim these out- 
standing fees. Mr. Grunwald has stated to us that he does not wish to draw 
his fees but a similar enquiry has not been made of Mr. Jasper and Mr. 
Brueckmann. In any event as the average of directors’ fees over the period 
1954-58 was £1,930, some £900 of the amount reserved for in the 1959 
account may be considered non-recurring. It should be noted that the 
former directors who retired following the take-over in October 1958 did 
not receive any “ golden handshake ”, 

39. As the determination of the solvency or insolvency of the Company 
depends not only on the actuarial value of the liabilities but very materially 
on the value of the assets We have given close attention to this question. 
With one exception and excluding completely the paper asset Establishment 
and Extension of Business account, our examination does not suggest that 
the balance sheet values are excessive. We comment on each group as 
follows. 

Mortgages 

40. There are 750 mortgages in force on shop and house property for a 
total of just over £700,000 so that the average loan is slightly under £1,000. 
Previously to the take-over the normal advance was 80% of valuation and 
since the last war all advances had been made to small owner-occupiers 
well spread throughout the country. Since the take-over, as noted in para- 
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graph 17 supra, the proportion of valuation advanced has been less than 80% 
in most cases, but the mortgages have been concentrated in the London district. 
With the exception of two or three granted to members of the staff, following 
the move of the head office to Colwyn Bay, the mortgages are repayable 
out of the proceeds of endowment assurances (there may be a few covered by 
endowment certificates). The security for the advances, apart from the rise 
in value of small residential property, is therefore increasing by the growing 
reserves held against the collateral policies. 

41. Among the mortgages are 35 for a total principal sum of £51,756 
which are 12 months or more in arrear to an extent of £9,296. The practice 
has been to leave mortgages with arrears among the mortgages in the balance 
sheet for 12 years when it is reckoned that the equity of redemption has 
expired and the case is then transferred to the item “ Freehold and Leasehold 
Land and Buildings ”. 

The details of the mortgages in arrear are as follows : — 







Principal 


Arrears 


Being repaid 


5 


£11,623 


£3,337 


In Solicitors’ hands 


9 


£15,753 


£2,882 


Arrears being repaid by instalments 


21 


£24,380 


£3,077 




35 


£51,756 


£9,296 



The General Manager has doubts about only 3 cases representing principal 
balances of £2,550 with arrears of £616. 

42. As mentioned in paragraph 17 supra the mortgages granted since 
the take-over were examined individually but we did not think it necessary 
to carry out a similar examination of the older cases, partly because they 
are supported by increasingly valuable endowment assurances and partly 
because, having been supervised by a Board experienced in this class of 
business, there was no reason to question the security provided. 

43. The mortgages are in the usual legal mortgage form and are therefore 
at six months’ notice of repayment. There is a steady stream of mortgagors 
from year to year who repay their advances and recover the deeds of their 
property and the collateral endowment assurance. This is the remedy of a 
borrower who objects to the rate of interest which he is being charged. 

On the other hand there are doubts whether Pilot can call in the mortgages 
although the Company considers it can raise the rate of interest payable and 
has, in fact, done so recently in the cases of old mortgages at low rates of 
interest. Despite the fact that the mortgages are nominally callable at six 
months’ notice, it seems that the business has been obtained on the basis of 
representations that if payments due are punctually made and the usual 
covenants observed the loan will not be called in. We have examined 
prospectuses and proposal forms dating back to 1933 and find statements 
(printed in heavy type) similar to the following : — 

“ The borrower is safeguarded by the Company’s guarantee that the 
advance will not be called in so long as the terms of the mortgage are 
observed”, 
and in another place 

“ This is an important advantage over private mortgages which are 
liable to be called in at any time ”, 

The portfolio of mortgages is therefore probably not a very liquid asset and 
its disposal, if this were ever desired, would be a matter of the greatest 
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difficulty . Apart from questions of liquidity, we have formed the opinion that 
as an asset of Pilot as a going concern, the mortgages can be safely taken 
at their balance sheet value, subject to a trifling deduction on account of 
the mortgages in arrear. 

Freehold and Leasehold Land and Buildings 

44. Apart from the head office building in Colwyn Bay (included at 
£6,929) all the real property arises from defaulted mortgages which have 
been in possession for 12 years and upwards. 

There is only one substantial item viz. a block of 3 shops and 4 furnished 
flats in Llandudno with a book value of £8,498 which is producing a yield 
after all outgoings and provision for maintenance except income tax, of £768 
per annum or 9 % per annum. 

This yield suggests that if there is any over-statement in the book value 
it can only be marginal and we did not therefore feel that the expense of 
a professional valuation was justified. Mr. Wilson informs us that, within 
the last 3 years, two offers of about £11,000 were declined by the former 
Board. The remaining 28 cases are for relatively small amounts, in some 
cases a few hundred pounds. They are spread over the country with a 
preponderance in the Liverpool, Manchester and North Wales areas. The 
net rents after all outgoings except income tax amount to some £1,500 and 
represent a yield of about 7J% on book values. Having regard to the 
character of these properties, this yield does not suggest that there is any 
hidden margin in the book values but equally it does not indicate any gross 
over-valuation which would justify calling for professional valuation. 

The rents quoted here have been taken from the return made to the 
Inland Revenue for 1958/9 for assessment of excess rents. The general 
manager does not think they will be materially different for 1959/60. 

It has been observed that small profits on sales of property have been 
included in the revenue for the past few years. This serves to confirm the 
impression we have formed that book values are reasonable and may be 
accepted for the purposes of this Report. 

Current Assets 



45. Life Assurance premiums due and outstanding at £58,858 appears to 
be high and it is an increase on the 1958 figure. The following is an analysis 
of the amounts according to class of policy and when due. 





Group 

Schemes 


Sinking 

Fund 

Policies 


Life 

Assurance 

Premiums 




£ 


£ 


£ 


December QR 1959 


18,622 


34 


3,908 


September QR 1959 


18,347 


24 


1,585 


June QR 1959 


8,093 


— 


627 


March QR 1959 


4,192 


— 


285 


One year or over 


3,141 


— 


- 


Total 


52,395 


58 


6,405 
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The size of the outstanding amount is seen to arise mainly from the Group 
Assurance business. It is the Company’s practice to debit Group Scheme 
premiums yearly in advance and collection is then made by employers 
from salaries and wages. A large part of the premiums shown to be out- 
standing, particularly in the last two quarters, would not yet have become due. 
The figures are further inflated by the action of certain employers who 
although they have deducted premiums from their employees’ emolument 
as agents for Pilot have withheld the collections pending the outcome of the 
present investigation. The contract of assurance is between Pilot and the 
individual assured persons and as they have paid the premiums due by having 
them deducted by their employers from their emoluments. Pilot is currently 
carrying the risk under the policies. The amounts being retained by 
employers would therefore appear to be debts for which Pilot could success- 
fully sue and we therefore think that they may be treated as a good asset. 
This action has, as can readily be seen, aggravated Pilot’s shortage of liquid 
funds. 

46. Interest and premiums due and outstanding on Advances on Mortgage 
at £22,397 is a normal figure for Pilot. About one-half represents payments 
falling due in the December Quarter 1959 and all but £2,000 of the balance 
represents the arrears of duration one year and over referred to in paragraph 
41 supra. Subject to the qualification mentioned in that paragraph we consider 
that these outstanding premiums may be treated as a good asset. 

47. We have seen an analysis of Sundry Debtors, the principal item in 
which is the income tax claim and outstanding premiums on fire business 
and rents much of which has been received since the year-end. This item 
also includes the dividends not yet received on certain of the ordinary share 
holdings (see paragraph 25 supra). Subject to the qualification mentioned 
in that paragraph we see no reason why the Sundry Debtors should not be 
treated as a good asset. 

48. The asset about which we feel uncertainty is the holding of ordinary 
shares shown in Appendix A. These were purchased for £228,484 in 
October and December 1958 and on 22nd September 1959 when dealings 
were suspended on the London Stock Exchange, their market value at middle 
price was £133,500. We are unable to form any definite opinion of their 
present value or what value would be reasonable and safe to assign to them 
for the purposes of determining solvency. 

We are therefore perforce basing the conclusions we have reached on 
certain assumptions as to the value to he placed on these ordinary shares. 

It may be said however that during 1959 dividends were received from 
four of the five holdings totalling £8,150 gross. Of this sum £7,650 can be 
said to relate to the year 1959. The fifth holding is the 125,000 ordinary 
shares of 2s. each in C.O.P. Investments Ltd. This company which holds 
property investments in the London area and Southern England, paid a 
total dividend of 15% for 1957 and declared an interim dividend of 12J% 
in respect of 1958 at the annual general meeting on 9th September 1958 
shortly before Pilot acquired its holding. The. declaration of this interim 
dividend at an increased rate was said to be justified by the continued success 
of the Company and the prospects of even greater success in the current 
year. No final dividend was declared in respect of 1958 but this may have 
been because the date for the declaration fell about the time in September 
1959 when difficulties were overtaking the group. 
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Of the £7,650 received in and relating to 1959, £6,150 was covered by a 
narrow margin by earnings and £1,500 was not earned. A tentative value 
might be placed on these shares as follows : — 

£6,150 @ 12 years purchase £73,800 

£1,500 @ 10 years purchase £15,000 

£88,800 



and adding something for the probable value of C.O.P. Investments Ltd. 
might bring the total value up to £100,000. It must, however, be emphasised 
that this estimate is largely a shot in the dark in the absence of information 
about the current trading and assets position of all five companies. 

Current Liabilities 

49. There may well be a hidden reserve in the item Unclaimed Balances 
but there seems to be no alternative but to reserve in full for them. 

We have seen an analysis of the Sundry Creditors and have examined it to 
ascertain if there is any likelihood of hidden margins or under-reservations in 
the estimates of the liabilities. Most of the items are precisely ascertainable 
and it is only in the reserves for outstanding claims in the fire and accident 
accounts and the reserve for unclaimed commission where any scope for 
argument arises. There are no outstanding fire claims and as stated in 
paragraph 28 supra we have been satisfied that the reserve for the Accident 
and Sickness claims is adequate. With a reserve of nearly £1,200 for 
unclaimed commission there is possibly a hidden margin but it is impossible 
to assess it and it can therefore be left to meet any deficiency which might 
unexpectedly occur in the provision for outstanding claims. 

50. Mr. F. L. Makepeace, the consulting actuary for many years past, 
has made a valuation as at 31st December 1959 of the Liabilities of the Life 
Assurance and Annuity Fund ; the Endowment Certificate Fund ; and the 
Sinking Fund on the same bases as have been used for the past 10 years 
and on a solvency basis and the results are as follows : — 





Amount of 
Fund in 
Balance 
sheet 


Value of 
o 

Normal 

basis 


liabilities 

a 

Solvency 

basis 


Life Assurance and Annuity 


£ 


£ 


£ 


Fund 


629,595 


613.722 


538,454 


Endowment Certificate Fund 


32,416 


33,445 


34,155 


Sinking Fund 


12,307 


12,171 


12,171 



The actuary reports that, in addition to the general check he imposes year 
by year, he has on this occasion examined the data for valuation with special 
care and is satisfied as to the accuracy of the details of the business in force. 

Particulars of the normal basis used are given in paragraph 6 supra 
and the bases for the solvency valuation have been agreed in consultation 
with us. 

51. A solvency valuation should have regard to the rates of mortality, 
interest and expense which it is reasonable to expect over the future duration 
of the contracts. The retention of the margins in these rates which are proper 
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m a “normal” valuation have no place in a solvency valuation. At the 
same time if a solvency valuation is to have any meaning it should place 
a value on the liabilities which would be acceptable to another assurance 
company who might be prepared to consider a transfer of the business or 
an acquisition of the share capital should it be considered desirable that the 
Company should cease struggling for existence. The alternative would be a 
winding-up and the distribution of the assets among the policy holders 
on the basis of their statutory values under the Third Schedule of the 
Insurance Companies Act, 1958, with the balance, if any, available for the 
shareholders. This would be unthinkable in the circumstances of Pilot where 
so large a proportion of the assets is not in liquid form and where the disposal 
of these assets to anyone but an assurance company would be so difficult. A 
winding-up could drag on for nearly a quarter of a century. 



52. In the case of Pilot, where the great bulk of the business consists of 
endowment assurances, the rates of interest and expense to be used are of 
greater importance than the rates of mortality. The table of mortality used 
in the solvency valuation was the same as that used recently for the normal 
valuation viz. the table known as the A 1924-29 ul tima te If rates of 
mortality had been of greater significance it might have been necessary to 
consider whether a. tendency for the healthier lives to withdraw might not 
cause_ a deterioration in the overall mortality experience. A reasonable 
margin m favour of the actual deaths compared with those expected by 
the A 1924-29 ultimate table for the year 1959 has led us to agree to the 
adoption of this table as the consulting actuary recommends. 



net * nterest on the three long-term funds in 1959 was 

U 73 v - after deduction of income tax at the standard rate and ignoring 
the relief on management expenses. The probability of the future main- 
tenance of this yield depends to a great extent on the rates of interest 
receivable on the mortgages. An analysis of the mortgages (including those 
shared with another insurance company which are, of course, excluded from 
the total earned in the balance sheet) is as follows •— 



Rate of Interest 

3% 

34 % 

4% 

4i% 

5% 

51 % 

6% 

64 % 

7% 

74 % 

8 % 



Principal 

£ 

20,857 

3,300 

21,385 

174,001 

143,964 

5,600 

265,149 

39,619 

95,383 

743 

11,280 



\ Staff 
J mortgages 



Exammation of this analysis suggests that any risk of losing income on the 
mortgages at the higher rates of interest is matched by the scope that exists 
for increases m the other cases. The company is proposing to gL notice to 
raise those rates under 5% by 4 % at the next quarter day. 

«°/ 54 n^ 0a ?n Z 15 ? PfT ? thi c n . their surrender values carry interest at 
'%-S A? “ ? cl ™. ate of interest rates this is not excessive and if 
conditions changed so that this rate might not be maintainable then by the 
S™? ? ost of bank loan account (bearing interest at l-^over 

Bank Rate minimum 5 / 0 ) would probably be reduced although we recognise 
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that there is no necessary connection between long term interest rates and 
Bank Rate. 

55. As regards the Freehold and leasehold properties- although their 
book value has remained steady around £36,000 during the past 5 years, 
during this period the rental income has almost doubled. The maintenance 
at least of the income seems a reasonable prospect. 

56. The remaining income bearing asset, the ordinary shares, presents 
the same problem as does their valuation. In fact both problems are basically 
identical. We are here also, obliged to assume that the income will not 
decrease from the amount received in 1959. 

57. Bearing these several points in mind, we have agreed with the 
actuary’s choice of a rate of interest of 3£%. This rate leaves a small margin 
in the present earned rate of 3.473%, sufficient to allow for the dividend 
received in but not strictly attributable to 1959 and to leave a balance of 
about £1,000. 

58. The choice of the proper reserve to make for future expenses presents 
some difficulties. In a solvency valuation the assumption must be made that 
the fund is closed to new business and provision only made for the admini- 
strative expenses of running the business off. This means that the heavy 
expenses, including procuration commission, incurred in writing new business 
can be excluded. Reductions in the agency staff and the closure of some 
of the points of sale can be anticipated. Printing and stationery and travelling 
costs will be greatly reduced and other economies can readily be envisaged. 
It has also to be remembered that income tax can be recovered on the 
expenses up to the amount exigible on the interest income. Under the 
conditions implicit in a solvency valuation, the expenses should be less than 
the interest income so that full recovery of tax on the expenses will be 
possible. 

As deduction of the full standard rate of tax from the interest income has 
been allowed for in settling the net rate of interest to be used in the solvency 
valuation, the recovery of tax on the expenses is, in effect, a further provision 
for future expenses. 

The General Manager has made an estimate of the expenses which are 
likely to be required in running off the business as a closed fund and places 
them at the outset at some £20,000 p.a. or 16% of the premium income. 
If income tax at 7s. 9d. in the £ is deducted, as being recoverable, a net 
provision for future expenses would be close to 10% of the premium income 
and this provision has been made in the solvency valuation. 

59. The existence of a fund of unrelieved management expenses of some 
£90,000 (see paragraph 33 supra) provides a margin in the sense that if the 
actual expenses incurred fall short of the interest income (as is to be expected) 
part of this fund can be drawn down annually and tax recovered thereon up 
to the amount by which the interest income exceeds the actual expenses. 
No allowance has been made for this feature, partly in order to create a 
small safety margin and partly because of the difficulty of placing a value on 
the benefit. 

60. The basis of the solvency valuation has thus been chosen as : — 

Gross premium valuation on the A 1924-29 ultimate table with 
interest at 3J% and throwing off 10%. of the premiums for future expenses. 
All negative values have been excluded and where the surrender value is 
guaranteed as to amount, the solvency reserve is not less than that amount. 
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No provision has been made for future bonuses on the small number of 
participating policies as a future bonus is not a definite liability. 

The sinking fund business has been valued on the same basis as in 
the normal valuation, that is by accumulating the premiums receivable at rates 
of interest varying between 2% and 3 % , these rates being sufficient to produce 
the sums assured under the respective policies at maturity . 



Chapter XV. Conclusions 

61. The “ solvency ” balance sheet at 31st December 1959 appears to be 
as follows : 



Liabilities 

£ 

Life and Annuity Contracts 538,454 

Endowment Certificates ... 34,155 

Sinking fund contracts ... 12,171 

General Insurance business 4,032 

Loans against security ... 325,676 

Current liabilities 44,247 



958,735 



Assets 



Mortgages 






708,819 


Loans on policies 






34,621 


Real property 






35,238 


Office furniture 






9,599 


Current assets 






128,513 


Ordinary shares 






? 


Deduct for doubtful 

items less probable mar- 
gins mentioned in this 
Report 


916,790 

3,395 


Shortfall 






913,395 

45,340 



958,735 



We interpret this as meaning that if the five ordinary shares are worth less 
than £45,340 (or £54,939 if the unconventional asset of office furniture, 
etc. is omitted) then Pilot is insolvent. While it is impossible to be certain, 
it seems to be improbable that these shares will not prove to be worth at 
least £55,000. If this should be so, then our conclusion is that Pilot is not 
insolvent. 

If, however. Pilot is to continue as a trading company with its present 
paid-up capital of £100,000 it would be necessary to see a value of some 
£155,000 in these five ordinary shares, unless the Company were to continue 
trading with part of its capital impaired, a situation which would be unusual 
and undesirable for a Company transacting long-term assurance business. 

62. While we may conclude that Pilot is not insolvent, provided the five 
ordinary shares have a value of at least £55,000 it should not be assumed 
that we consider it desirable that it should continue actively to seek new 
business. The difficulties that were experienced in obtaining sufficient new 
business, despite the payment of high rates of introductory commission, are 
likely to be intensified as a result of recent happenings and, whilst there 
should be no fear of the present business being run off satisfactorily if the 
shares are worth £55,000, the absence of any margins worth speaking about 
raises questions in our minds about the wisdom of the Company, as at 
present constituted and directed, continuing to solicit new business from 
the public. 

Winding up, if it were legally possible, would, as we have already 
indicated, involve grave difficulties and moreover would be harsh on the 
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policy holders in the circumstances of Pilot. The alternative is a transfer 
of the long-term business to another assurance company or the acquisition 
by such a company of the share capital. Transfer would, we believe, cause 
the loss of the valuable fund of unrelieved management expenses and this 
leaves acquisition of the share capital as the most promising project. 

63. The share capital ownership is shown in Appendix D where the 
beneficial owners behind the Bank nominees are also disclosed. The great 
bulk of the capital is owned by Messrs. Jasper and Grunwald and their 
associates and they would need to understand that by the action they took 
immediately after the take-over in October 1958 and by the course of 
subsequent events they have effectively destroyed a substantial part of the 
value they thought they were acquiring by bidding for Pilot’s share capital. 

64. We desire to place on record the ready co-operation we have received 
from the directors, the general manager, and staff in the prosecution of this 
inspection. 

(Signed) NEVILLE FAULKS 
R. K. LOCHHEAD 

13 th May, 1960 
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Appendix A 



PILOT ASSURANCE CO. LTD. 
SCHEDULE OF INVESTMENTS 



I 

Description 


II 

Nominal 

amount 


m 

Cost 

£ 


IV 

Market Value 22.9.29 


V 

Excess of 
cost over 
Market 
Value 
£ 


Middle 
Price 
s. d. 


Value 

£ 


Capital and Provin- 
cial News Theatres 
Ltd. Ordinary 
shares of 5/- each 


20.000 


40,801 


26/3 


26,250 




Ordinary shares of 
5/- each (Bonus 
issue) 


4,000 




26/3 


5,250 


| 9,301 


S. Gibson & Sons 
Ltd. O r d i n ar y 
Stock Units of 2/6 
each 


60,000 


61,201 


ii/- 


33,000 


28,201 


National Model 
Dwelling Co. Ltd. 
Ordinary shares of 
2/- each 


60.000 


24,480 


5/6 


16,500 


7,980 


The Victory Real 
Estate Co. Ltd. Or- 
dinary Stock Units 
of 1/- each 


200,000 


51,000 


2/9 


27,500 


23,500 


C.O.P. Investments 
Ltd. Ordinary 
shares of 2/- each 


125,000 


51,002 


4/- 


25,000 


26,002 






£228,484 




£133,500 


£94,984 



Note : — For the purposes of computing the Market Value at 22nd 
September 1959, the middle price obtaining when dealings 
were suspended has been used. 
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PILOT ASSURANCE COMPANY LIMITED 
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evenue Account for the Year Ended 31st December 1959 
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PILOT ASSURANCE COMPANY LIMITED 
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Note : — No provision for unexpired risks as premiums are all weekly. 



PILOT ASSURANCE COMPANY LIMITED 
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Amount of Endowment Certificate 
(Statutory) Fund at 31st Decem- 
ber 1959 as per Third Schedule 32,416 14 



PILOT ASSURANCE COMPANY LIMITED 
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PILOT ASSURANCE COMPANY LIMITED 
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Second Schedule Expenses ... 8,899 14 

Transfer to Capital Account ... 10,000 0 

Amount of Life Assurance and 
Annuity Funds at 31st December 

1959 as per Third Schedule ... 629,595 1 



COMPANY LIMITED 
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Balance as per Third Schedule 



PILOT ASSURANCE 



Balance Sheet as at 31st 



LIABILITIES 
NOMINAL CAPITAL 

400,000 Ordinary shares of 5/- each 

SUBSCRIBED CAPITAL 
400,000 Ordinary shares of 5/- each fully paid 
Life Assurance & Annuity Funds 

As per First Schedule (A) 

Endowment Certificate Funds 

As per First Schedule (B) 

Sinking Fund 

As per First Schedule 

Fire Insurance Fund 

As per First Schedule (D) 

Personal Accident & Sickness Fund 

As per First Schedule (C) 

General Insurance Fund 
As per First Schedule 

RESERVES & SURPLUS ACCOUNT 

Balance as per Second Schedule 

LOANS & DEPOSITS 

Loans against Securities 

Deposits 

CURRENT LIABILITIES 

Unclaimed Balances 

Interest due and accrued on Loans 

Claims admitted or intimated but not yet paid: 

Life Assurance 

Endowment Assurance 

Sinking Fund ... ... 

Fire Insurance 

Sundry Creditors and Credit Balances 
Martins Bank Ltd., Current Account 



£ s. d. £ s. d. 

100,000 0 0 

100,000 0 0 

629,595 1 2 
32,416 14 8 
12,307 2 0 
2,169 12 5 
978 18 5 
884 8 8 

678,351 17 4 

4,000 8 2 

311,795 0 0 
13,880 16 5 

325,675 16 5 

1,728 6 8 



3,603 10 4 
Nil 
Nil 
Nil 

12,913 16 9 
26,000 16 9 

44,246 10 6 
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Appendix B. — cont . 

COMPANY LIMITED 
December 1959 — Third Schedule 



ASSETS 



INVESTMENT ASSETS 

Advances to Certificate and Policy Holders less 
repayments on Mortgage of House and shop 
property within the United Kingdom 

Temporary Loans to Certificate and Policy 
Holders on security of their Certificates and 
Policies within their Surrender values 



£ s. d. 

708,818 19 8 
34,621 3 5 



OTHER INVESTMENTS AT COST 

Cotton Plantations Ltd. — -25,000 shares 

S. Gibson & Sons Ltd. — 60,000 2/6 Stock units 

Capital & Provincial News Theatres Ltd. — 
20,000 5/- shares 

Victory Real Estate Co. Ltd. — 200,000 II- 
Stock Units 

National Model Dwelling Co. Ltd. — 60,000 2/- 
shares 



51,002 2 6 
61,201 5 0 

40,800 15 0 

51,000 0 0 

24.480 0 0 



Freehold and Leasehold Land and Buildings 35,238 6 2 



FIXED ASSETS 

Office Furniture and Fittings and Motor 
Vehicles at Head Office and Branches at 
cost 20,678 17 9 

Less Depreciation ... 11,079 11 3 



CURRENT ASSETS 

Life Assurance Premiums due and outstanding 

Interest and Premiums due and outstanding on 
Advances on Mortgage 

Sundry Debtors and Debit Balances 

Cash at Bank and in hand 



58,857 16 8 

22,397 5 9 
41,219 16 11 
6,037 14 10 



Establishment and Extension of Business 
account 



£ 



s. d. 



1,007,162 11 9 



9,599 6 6 



128,512 14 2 
7,000 0 0 



£1,152,274 12 5 
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APPENDIX C 



PILOT ASSURANCE CO. LTD. 

Summary of Management Expenses in the Year To 31/12/59 







£ 


s. 


d. 


Salaries and Wages 




11,461 


3 


7 


Advertising ... 




148 


15 


1 


Bank Commission and cheques 




120 


5 


2 


Heat and light 




359 


15 


5 


Legal Charges 




409 


13 


1 


Medical fees 




370 


17 


6 


National Health Insurance ... 




846 


6 


7 


Maintenance and renewal of office 


equipment 


372 


1 


7 


Postage and telephones 




1,576 


17 


0 


Printing and stationery 




1,766 


19 


11 


Rates ... 




567 


0 


5 


Rent account Branches 




1,075 


1 


0 


Stamp duties 




655 


19 


4 


Sundries 




376 


19 


3 


Insurance account 




108 


13 


3 


Buildings upkeep 




50 


14 


4 


Travelling expenses 






— 




Registration fees 




466 


8 


7 


Audit expenses 




123 


13 


6 


Office cleaning ... 




332 


17 


2 






21,190 


1 


9 



Less Expenses charged to Fire and Accident 
Revenue accounts 4,000 0 0 



£17,190 1 9 
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Appendix D 



PILOT ASSURANCE COMPANY LIMITED 

List of Shareholders on 5th May 1960 



Lombard Street Nominees Ltd., 
3 Change Alley, 

London, E.C.3. 



Number of 5/- 
shares 



261,728 



Beneficially 
owned by 

The Syndicate (Messrs. 
Jasper and Murray and 
Mrs. Clarke) and 
F.O.M. & N. 



Birchin Lane Nominees Ltd., 

20 Birchin Lane, 

London, E.C.3. 84,000 

Edward Victor Noel Popple, 

Martins Bank Ltd., 

Heywood, Lancs. 2,040 

Wolf Brueckmann, 

527 Chelsea Cloisters, 

London, S.W.3. 8,000 

Harry Oscar Jasper, 

254 Woodcock Hill, 

Harrow, Middx. 8,000 

Friedrich Grunwald, 

14 Downage, 

Hendon, N.W.4. 8,000 

W. G. Wilson, 

30 Penrhyn Avenue, 

Rhos-on-Sea, Colwyn Bay. 8,000 

Lloyds Bank (Branches) Nominees Ltd., 

71 Lombard Street, 

London, E.C.3. 6,000 

Miss Jessie Hadfield. 

6 Farringdon Avenue, 

Blackpool, S.s. 3,000 

Miss Dorothy A. Smith, 

Extrix. of John Smith (deed.). 

The Willows, 

Rochdale Road, 

Milnrow, Rochdale. 4,096 

Mrs. Lilian Walker, 

16 Malvern Avenue, 

Blackpool, S.s. 4,384 

Mrs. A. L. Tucker, 

“ Lonsdale ”, 

Sydney Gardens, Bath. 608 

Mrs. Doris Payman, 

Extrix. of William Payman (deed.). 

Flat 2, The Paragon, 

Blackheath, S.E.3. 128 

John C. Scrivener (deed.), 

88 Croydon Road, 

Caterham Valley, Surrey. 8 

Frank Cheriton, 

Late — 53 Amesbury Avenue, 

Streatham Hill, London, S.W. 8 

H. C. Goodfellow, 

19 Eastcheap, E.C.3. 1,000 

N. B. Cork, 

19 Eastcheap, E.C.3. 1,000 



400,000 



H. O. Jasper and 
W. Brueckmann. 



Leslie Hugh Lesser, 
153/5 Hamlet Court Rd., 
Westcliff-on-Sea. 
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